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In the opinion of Orrick, Herrington & Sutcliffe LLP, Los Angeles, California and Lofton, De Lancie & Nelson, San Francisco, California, Co-Bond
Counsel, based upon an analysis of existing laws, regulations, rulings and court decisions and assuming, among other matters, compliance with certain
covenants, interest on the Series 1997 Bonds is excluded from gross income for federal income tax purposes under Section 103 of the Internal Revenue
Code of 1986 and is exempt from State of California personal income taxes. In the further opinion of Co-Bond Counsel, interest on the Series 1997
Bonds is not a specific preference item for purposes of the federal individual or corporate alternative minimum taxes, although Co-Bond Counsel observe
that such interest is included in adjusted current earnings in calculating corporate alternative minimum taxable income. Co-Bond Counsel express no
opinion regarding any other tax consequences related to the ownership or disposition of, or the accrual or receipt of interest on, the Series 1997 Bonds.
See “TAX MATTERS.”

$250,000,000
PUBLIC FACILITIES FINANCING AUTHORITY
OF THE CITY OF SAN DIEGO

SEWER REVENUE BONDS, SERIES 1997A AND SERIES 1997B
(Payable Solely From Installment Payments Secured By Wastewater System Net Revenues)

Dated: February 1, 1997 Due: May 15, as shown below

The Series 1997A Bonds and the Series 1997B Bonds (collectively, the “Series 1997 Bonds”) are issuable by the Public Facilities Financing
Authority of the City of San Diego (the “Authority”) as fully registered bonds and when initially issued will be registered in the name of Cede & Co., as
nominee of The Depository Trust Company, New York, New York (“DTC”). Purchases of the Series 1997 Bonds will be made in book-entry form
only, in denominations of $5,000 or any integral multiple thereof, through brokers and dealers who are, or who act through, DTC Participants. Beneficial
Owners of the Series 1997 Bonds will not be entitled to receive physical delivery of bond certificates so long as DTC or a successor securities depository
acts as the securities depository with respect to the Series 1997 Bonds. So long as DTC or its nominee is the registered owner of the Series 1997 Bonds,
reference herein to Bondholders are registered owners shall mean Cede & Co., as aforesaid, and payments of principal of and interest on the Series 1997
Bonds will be made directly to DTC by State Street Bank and Trust Company of California, N.A., as Trustee. Disbursement of such payments to DTC
Participants is the responsibility of DTC and disbursement of such payments to the Beneficial Owners is the responsibility of DTC Participants. See
“DESCRIPTION OF THE SERIES 1997 BONDS — Book-Entry-Only System.”

Proceeds of the Series 1997A Bonds are to be applied to (i) pay design, engineering, land acquisition and construction costs of certain capital
improvements to the Metropolitan System of the City of San Diego (the “City”), (ii) to fund a portion of the debt service reserve fund securing the
Series 1997 Bonds and the Outstanding Parity Bonds (defined below) and (iii) to pay certain costs of issuance. So long as certain conditions are met,
the City has the right to transfer the Metropolitan System facilities to a successor entity. Upon such transfer, the City’s obligation to make Installment
Payments relating to the Metropolitan System will be assumed by such successor entity and the City will no longer be responsible for such obligations.
See “POSSIBLE TRANSFER OF OWNERSHIP OF METROPOLITAN SYSTEM.”

Proceeds of the Series 1997B Bonds are to be applied to (i) pay design, engineering, land acquisition and construction costs of certain capital
improvements to the Municipal System of the City, (ii) to fund a portion of the debt service reserve fund securing the Series 1997 Bonds and the
Outstanding Parity Bonds and (iii) to pay certain costs of issuance.

The payment of principal of and interest on the Series 1997 Bonds when due will be insured by a municipal bond insurance policy to be issued
simultaneously with the delivery of the Series 1997 Bonds by Financial Guaranty Insurance Company. See “SECURITY FOR THE SERIES 1997
BONDS — Bond Insurance” and “APPENDIX F — SPECIMEN MUNICIPAL BOND INSURANCE POLICY.”

Financial Guaranty Insurance
. Company

PGIC is s registered sarvice mark used by Pi

a private not affiliated with any U.8. Government agency.

The Series 1997 Bonds are special, limited obligations of the Authority payable solely from and secured by Installment Payments to be made by the
City to the Authority from Net System Revenues pledged and assigned pursuant to a Master Installment Purchase Agreement, as amended and
supplemented by the 1993-1 Supplement, the 1995-1 Supplement and the 1997-1 Supplement to the Master Installment Purchase Agreement, each
between the Authority and the City. The Series 1997 Bonds are issued on a parity with the Authority’s Sewer Revenue Bonds, Series 1995 and Series
1993 (collectively, the “Outstanding Parity Bonds™).

The obligation of the City to make Installment Payments does not constitute an obligation of the City for which the City is obligated to levy or
pledge any form of taxation or for which the City has levied or pledged any form of taxation. Neither the pledge made by the Authority, nor the
obligation of the City to make Installment Payments, creates a legal or equitable pledge, charge, lien or encumbrance upon any of the City’s property,
or upon its income, receipts or revenues other than Net System Revenues. The Authority has no taxing power.

The Series 1997 Bonds are subject to optional and mandatory redemption prior to maturity as described herein.

This cover page contains certain information for general reference only. It is not a summary of the issue. Investors are advised to read the entire
Official Statement to obtain information essential to the making of an informed decision.

The Series 1997 Bonds will be offered when, as and if issued and received by the Underwriters, subject to the approval of validity by Orrick,
Herrington & Sutcliffe LLP, Los Angeles, California and Lofton, De Lancie & Nelson, San Francisco, California, Co-Bond Counsel, and 1o certain other
conditions. Certain legal matters in connection with the Series 1997 Bonds will be passed upon by Curls, Brown & Roushon, Los Angeles, California,
Underwriters’ Counsel, Casey Gwinn, Esq., City Attorney of the City of San Diego and General Counsel to the Authority and Orrick, Herrington &
Sutcliffe LLP, Los Angeles, California, Disclosure Counsel. It is expected that the Series 1997 Bonds will be available for delivery through DTC in New
York, New York on or about March 6, 1997.

SMITH BARNEY INC.
PAINEWEBBER INCORPORATED
BANCAMERICA SECURITIES, INC.
ARTEMIS CAPITAL GROUP, INC.
February 26, 1997




$183,000,000 SERIES 1997A BONDS

MATURITIES, AMOUNTS, INTEREST RATES AND YIELDS
$90,095,000 Serial Bonds

Maturity Interest Maturity Interest

May 15 Amount Rate Yield May 15 Amount Rate Yield
1998 $2,860,000 3.700% 3.700% 2008 $4,385,000 5.000% 5.000%
1999 2,965,000 3.900 3.900 2009 4,605,000 5.000 5.100
2000 3,080,000 4.100 4.100 2010 4,835,000 5.100 5.200
2001 3,205,000 4.200 4.200 2011 5,080,000 5.200 5.250
2002 3,340,000 4.350 4.350 2012 5,345,000 5.250 5.300
2003 3,485,000 4.500 4.500 2013 5,625,000 5.250 5.350
2004 3,640,000 4.600 4.600 2014 5,920,000 5.375 5.400
2005 3,810,000 4.700 4.700 2015 6,240,000 5.375 5.450
2006 3,990,000 4.800 4.800 2016 6,575,000 5.375 5.500
2007 4,180,000 4.900 4.900 2017 6,930,000 5.375 5.500

$40,540,000 5.250% Term Bonds Due May 15, 2022 — @ 5.570%
$52,365,000 5.250% Term Bonds Due May 15, 2027 — @ 5.610%
(Accrued interest to be added)

$67,000,000 SERIES 1997B BONDS

MATURITIES, AMOUNTS, INTEREST RATES AND YIELDS
$32,985,000 Serial Bonds

Maturity Interest Maturity Interest

May 15 Amount Rate Yield May 15 Amount Rate Yield
1998 $1,045,000 3.700% 3.700% 2008 $1,605,000 5.000% 5.000%
1999 1,085,000 3.900 3.900 2009 1,685,000 5.000 5.100
2000 1,130,000 4.100 4.100 2010 1,770,000 5.100 5.200
2001 1,175,000 4.200 4.200 2011 1,860,000 5.200 5.250
2002 1,225,000 4.350 4.350 2012 1,955,000 5.250 5.300
2003 1,275,000 4.500 4.500 2013 2,060,000 5.250 5.350
2004 1,335,000 4.600 4.600 2014 2,170,000 5.375 5.400
2005 1,395,000 4.700 4.700 2015 2,285,000 5.375 5.450
2006 1,460,000 4.800 4.800 2016 2,405,000 5.375 5.500
2007 1,530,000 4.900 4.900 2017 2,535,000 5.375 5.500

$14,845,000 5.250% Term Bonds Due May 15, 2022 — @ 5.570%
$19,170,000 5.250% Term Bonds Due May 15, 2027 — @ 5.610%
(Accrued interest to be added)

No broker, dealer, salespersons or other persons has been authorized by the City of San Diego, the Public Facilities
Financing Authority of the City of San Diego or the Underwriters to give any information or to make any representations
other than those contained herein and, if given or made, such other information or representation must not be relied upon
as having been authorized by the City of San Diego, the Public Facilities Financing Authority of the City of San Diego or
the Underwriters. Neither the delivery of this Official Statement nor any sale made hereunder shall, under any
circumstances, create any implication that there has been no change in the affairs of the City of San Diego or the Public
Facilities Financing Authority of the City of San Diego. This Official Statement does not constitute an offer to sell or the
solicitation of an offer to buy, nor shall there by any sale of the Series 1997 Bonds by a person in any jurisdiction in which
it is unlawful for such person to make such offer, solicitation or sale.

This Official Statement is not to be construed as a contract with the purchasers of the Series 1997 Bonds. Statements
contained in this Official Statement which involve estimates, forecasts or matters of opinion, whether or not expressly so
described herein, are intended solely as such and are not to be construed as representations of facts.

The information set forth in this Official Statement has been obtained from official sources and other sources which
are believed to be reliable, but it is not guaranteed as to accuracy or completeness, and is not to be construed as a
representation by the Underwriters. The information and expressions of opinion herein are subject to change without
notice, and neither the delivery of this Official Statement nor any sale made hereunder shall under any circumstances
create any implication that there has been no change in the affairs of the City of San Diego, the Public Facilities Financing
Authority of the City of San Diego or the Wastewater System since the date hereof. This Official Statement is submitted in
connection with the sale of the Series 1997 Bonds referred to herein and may not be reproduced or used, in whole or in
part, for any other purpose.

The summaries and references to the Indenture, the Installment Purchase Agreement, the Continuing Disclosure
Agreement, the City Charter and to other statutes and documents referred to herein do not purport to be comprehensive or
definitive and are qualified in their entireties by reference to each such document and statute. This Official Statement
including any amendment or supplement hereto is intended to be deposited with one or more depositories. The Series 1997
Bonds have not been registered under the Securities Act of 1933, as amended, in reliance upon an exemption from the
registration requirements contained in such Act.

IN CONNECTION WITH THIS OFFERING OF THE SERIES 1997 BONDS, THE UNDERWRITERS MAY
OVER-ALLOT OR EFFECT TRANSACTIONS THAT STABILIZE OR MAINTAIN THE MARKET PRICE OF
SUCH BONDS AT A LEVEL ABOVE THAT WHICH MIGHT OTHERWISE PREVAIL IN THE OPEN
MARKET. SUCH STABILIZING, IF COMMENCED, MAY BE DISCONTINUED AT ANY TIME.
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SUMMARY STATEMENT

This Summary Statement is qualified in all respects by the more complete information contained
elsewhere in this Official Statement, including the Appendices. This Official Statement should be read in its
entirety, and no one subject discussed herein should be considered less important than any other by reason of
its location in the text. Unless otherwise defined below, all capitalized terms used in this Summary
Statement shall have the meanings ascribed thereto in Appendix C to this Official Statement.

City of San Diego
The City is the sixth largest city in the United States and the second largest in the State of California.
The City’s estimated population for 1996 is approximately 1.2 million.

The San Diego Wastewater System

The Wastewater System is owned and operated by the City under the administration of the Metropolitan
Wastewater Department and consists of the Municipal System and Metropolitan System. The Municipal
System provides sewage collection within the City and consists of over 2,528 miles of municipal sewer mains
and 96 sewer and storm water interceptor pumping stations within the City. The Metropolitan System
provides sewage transportation, treatment and disposal services to more than 1.9 million residents within a
regional service area which encompasses the City and 14 Participating Agencies (eight incorporated cities and
six districts). The communities and agencies served by the Wastewater System form the second largest
integrated metropolitan area in the State of California surpassed only by the Los Angeles metropolitan area.
See “WASTEWATER SYSTEM.”

The operations of the Wastewater System are accounted for in an enterprise fund — the Sewer Revenue
Fund which was established by amendment to the City Charter on November 8, 1960. All Wastewater System
Revenues are deposited in the Sewer Revenue Fund. The Installment Payments relating to the Series 1997
Bonds and the Outstanding Parity Bonds (defined herein) are, and any Parity Obligations will be, secured by
Net System Revenues. ,

The Authority
The Authority is a joint powers authority created by the City and its Redevelopment Agency to engage in
financing activities. The Authority has no taxing power. See “THE AUTHORITY.”

Purpose of the Financing

The Series 1997A Bonds are being issued (i) to pay design, engineering, land acquisition and
construction costs of certain capital improvements to the Metropolitan System, (ii) to fund a portion of the
debt service reserve fund securing the Series 1997 Bonds and the Outstanding Parity Bonds and (iii) to pay
certain costs of issuance. The Series 1997B Bonds are being issued (i) to pay design, engineering, land
acquisition and construction costs of certain capital improvements to the Municipal System, (ii) to fund a
portion of the debt service reserve fund securing the Series 1997 Bonds and the Outstanding Parity Bonds and
(iii) to pay certain costs of issuance.

The Series 1997 Bonds
The Series 1997 Bonds will be issued in the aggregate amount of $250,000,000. The Series 1997 Bonds
shall be in denominations of $5,000 and any integral multiple thereof.

Redemption Provisions

The Series 1997 Bonds are subject to optional redemption with the redemption premiums described
herein, and the Series 1997 Bonds designated as Term Bonds are subject to mandatory redemption, all as more
fully described herein. See “DESCRIPTION OF THE SERIES 1997 BONDS.”
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Security for the Series 1997 Bonds

The Series 1997 Bonds are payable solely from Installment Payments from a pledge and lien on Net
System Revenues by the City to the Authority under the Installment Purchase Agreement. Net System
Revenues are System Revenues less Maintenance and Operation Costs of the Wastewater System.

The City has covenanted in the Installment Purchase Agreement not to discontinue or suspend any
Installment Payments whether or not the Project or any part thereof is operating or operable or has been
completed, or its use is suspended, interfered with, reduced, curtailed or terminated in whole or in part, and
such Installment Payments shall not be subject to reduction whether by offset or otherwise and shall not be
conditional upon the performance or non-performance by any party of any agreement for any cause
whatsoever.

The obligation of the City to make Installment Payments does not constitute an obligation of the City for
which the City is obligated to levy or pledge any form of taxation or for which the City has levied or pledged
any form of taxation. Neither the pledge made by the Authority, nor the obligation of the City to make
Installment Payments, creates a legal or equitable pledge, charge, lien or encumbrance upon any of the City’s
property, or upon its income, receipts or revenues other than Net System Revenues. The Authority has no
taxing power. See “SECURITY FOR THE SERIES 1997 BONDS.”

Bond Insurance

The payment of principal of and interest on the Series 1997 Bonds when due will be insured by a
municipal bond insurance policy to be issued simultaneously with the delivery of the Series 1997 Bonds by
Financial Guaranty Insurance Company. See “SECURITY FOR THE SERIES 1997 BONDS — Bond
Insurance” and “APPENDIX F — SPECIMEN MUNICIPAL BOND INSURANCE POLICY.”

Rate Covenant

The City has covenanted in the Installment Purchase Agreement to fix, prescribe and collect rates and
charges for the Wastewater System which will be at least sufficient during each fiscal year to pay all
Obligations (other than Parity Obligations) and to provide Net System Revenues equal to 120% of the Debt
Service for such fiscal year. Net System Revenues may be increased or reduced by transfers in or out of the
Rate Stabilization Fund. See “SECURITY FOR THE SERIES 1997 BONDS” and “WASTEWATER
SYSTEM FINANCIAL OPERATIONS — Impact of Proposition 218 on Sewer Service Rates and
Charges.”

Reserve Fund

A Reserve Fund has been established from the proceeds of the Series 1997 Bonds and the Outstanding
Parity Bonds in an amount equal to the Reserve Requirement. The Reserve Requirement, as of any date of
calculation, shall be the least of (i) 10% of the proceeds of the Series 1997 Bonds and the Outstanding Parity
Bonds, (ii) Maximum Annual Debt Service on the Series 1997 Bonds and the Outstanding Parity Bonds for
the then current or any future fiscal year, or (iii) 125% of average Annual Debt Service on the Series 1997
Bonds and Outstanding Parity Bonds.

Outstanding Parity Bonds

The City has outstanding $588,285,000 in Parity Obligations incurred in connection with the issuance of
the Authority’s $350,000,000 original aggregate principal amount of Sewer Revenue Bonds, Series 1995
(Payable Solely From Installment Payments Secured By Wastewater System Net Revenues) and the
Authority’s $250,000,000 original aggregate principal amount of Sewer Revenue Bonds, Series 1993 (Payable
Solely From Installment Payments Secured By Wastewater System Net Revenues) (collectively, the
“Outstanding Parity Bonds™).

Additional Parity Obligations

The City may at any time issue or create other Parity Obligations on a parity with the Installment
Payments pledged to the payment of the Series 1997 Bonds and the Outstanding Parity Bonds; provided the
City obtains or provides a certificate or certificates, prepared by the City or at the City’s option by a
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Consultant, showing (i) the Net System Revenues as shown by the books of the City for any 12 consecutive
month period out of the 18 consecutive months ending immediately prior to the incurring of such other Parity
Obligations shall have amounted to at least 1.20 times the Maximum Annual Debt Service on all Parity
Obligations Outstanding during such period; and (ii) the estimated Net System Revenues for the next
12 months following the date of issuance of such other Parity Obligations will be at least equal to 1.20 times
the Maximum Annual Debt Service for all Parity Obligations which will be Outstanding immediately after the
issuance of the proposed Parity Obligations. See “SECURITY FOR THE SERIES 1997 BONDS.”

Possible Transfer of Ownership of Metropolitan System

Under the Installment Purchase Agreement, the City has retained the right to transfer ownership of the
Metropolitan System to another governmental entity whose primary purpose is the provision of wastewater
services provided its transferee assumes all obligations of the City under the Installment Purchase Agreement
relating to the Metropolitan System and satisfies the terms and conditions contained in the Installment
Purchase Agreement with respect to such transfer. Upon any transfer the City will no longer be responsible for
such obligations. See “POSSIBLE TRANSFER OF OWNERSHIP OF METROPOLITAN SYSTEM.”

Special Considerations For Bondholders
See “SPECIAL CONSIDERATIONS FOR BONDHOLDERS” for a description of certain risk
factors relating to the Series 1997 Bonds.

Continuing Disclosure and Additional Information

See “CONTINUING DISCLOSURE” regarding the City’s obligation to provide annual financial
information and information regarding the occurrence of certain events. Copies of the Indenture, the
Installment Purchase Agreement, the Continuing Disclosure Agreement, the City Charter, the Sewer
Revenue Fund audited financial statements and additional information relating to the City and the Series 1997
Bonds may be obtained from the Office of the City Clerk, City Administration Building, 202 C Street,
MS 2A, San Diego, California 92101.
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$250,000,000

PUBLIC FACILITIES FINANCING AUTHORITY
OF THE CITY OF SAN DIEGO
SEWER REVENUE BONDS, SERIES 1997A AND SERIES 1997B

(Payable Solely From Installment Payments
Secured by Wastewater System Net Revenues)

INTRODUCTION

This Official Statement, which includes the cover page and appendices hereto, is being furnished in
connection with the issuance by the Public Facilities Financing Authority of the City of San Diego (the "Authority")
of its $250,000,000 aggregate principal amount of Sewer Revenue Bonds, Series 1997A and Series 1997B (Payable
Solely From Installment Payments Secured By Wastewater System Net Revenues) (individually, the "Series 1997A
Bonds" and the "Series 1997B Bonds" or a "Series”" and together, the "Series 1997 Bonds"). The Series 1997
Bonds will be issued on a parity with the Authority’s Sewer Revenue Bonds, Series 1995 (Payable Solely From
Installment Payments Secured by Wastewater System Net Revenues) (the "Series 1995 Bonds") issued in the original
aggregate principal amount of $350,000,000, all of which is currently outstanding and the Authority’s Sewer
Revenue Bonds, Series 1993 (Payable Solely From Installment Payments Secured by Wastewater System Net
Revenues) (the “Series 1993 Bonds"), issued in the original aggregate principal amount of $250,000,000,
$238,285,000 of which is currently outstanding (the Series 1995 Bonds and the Series 1993 Bonds are collectively
referred to as the "Outstanding Parity Bonds"). The Master Installment Purchase Agreement and the 1993-1
Supplement to the Master Installment Purchase Agreement, each dated as of September 1, 1993, the 1995-1
Supplement to the Master Installment Purchase Agreement, dated as of December 1, 1995 and the 1997-1
Supplement to the Master Installment Purchase Agreement, dated as of February 1, 1997, each between the
Authority and the City of San Diego (the "City") (the Master Installment Purchase Agreement together with the
1993-1 Supplement to the Master Installment Purchase Agreement, the 1995-1 Supplement to the Master Installment
Purchase Agreement, the 1997-1 Supplement to the Master Installment Purchase Agreement and any other
Supplements thereto, are collectively referred to as the "Installment Purchase Agreement"), provides for the sale
of certain facilities to the City by the Authority in consideration of the City’s payment of Installment Payments to
the Authority in an amount equal to the principal and interest on the Series 1997 Bonds and the Outstanding Parity
Bonds. The Indenture, dated as of September 1, 1993 (the "Original Indenture"), between the Authority and State
Street Bank and Trust Company of California, N.A., as Trustee (the "Trustee"), as supplemented by the First
Supplemental Indenture, dated as of May 1, 1994, the Second Supplemental Indenture, dated as of December 1,
1995 and the Third Supplemental Indenture, dated as of February 1, 1997, each between the Authority and the
Trustee (the First Supplemental Indenture, the Second Supplemental Indenture, the Third Supplemental Indenture,
together with the Original Indenture, are collectively referred to as the "Indenture"), provides for the issuance of
the Series 1997 Bonds. The Series 1997 Bonds are being issued pursuant to the provisions of the Joint Powers Act,
comprising Article 1, Article 2 and Article 4 (commencing with Section 6500) of Chapter 5 of Division 7 of Title
1 of the Government Code of the State of California. Capitalized terms not otherwise defined herein shall have the
meaning given to such terms in "APPENDIX C - DEFINITIONS OF CERTAIN TERMS."

The Series 1997 Bonds are special, limited obligations of the Authority payable solely from and secured
by Installment Payments made by the City to the Authority from Net System Revenues pursuant to the Installment
Purchase Agreement. Installment Payments are in an amount equal to the principal and interest due on the Series
1997 Bonds and the Outstanding Parity Bonds. System Revenues consist primarily of moneys derived by the City
from the ownership and operation of the Wastewater System. Net System Revenues are System Revenues less
Maintenance and Operation Costs of the Wastewater System. The City has pledged and assigned Net System
Revenues pursuant to the Installment Purchase Agreement to the payment of the Installment Payments. Pursuant
to the Indenture, the Authority has irrevocably pledged the Installment Payments to the payment of principal and
interest on the Series 1997 Bonds and the Outstanding Parity Bonds. See "SECURITY FOR THE SERIES 1997
BONDS."



The Installment Purchase Agreement defines the Wastewater System to be any and all facilities, properties
and improvements at any time owned, controlled or operated by the City as part of the Sewer Revenue Fund,
including the Municipal System and the Metropolitan System. The Municipal System consists of the facilities,
properties and improvements of the City for the collection and treatment of sewage from points of origination within
the City and the conveyance of sewage to the Metropolitan System. The Metropolitan System consists of the
facilities, properties and improvements, designated by the City in its sole discretion as part of the Metropolitan
System, used for the treatment, discharge and disposal of sewage collected by the City through the Municipal
System or by any of the Participating Agencies (defined herein).

See "POSSIBLE TRANSFER OF OWNERSHIP OF METROPOLITAN SYSTEM" for information
regarding the power of the City to transfer ownership of the Metropolitan System and to then be discharged from
its obligations with respect to the Series 1997A Bonds and the Outstanding Parity Bonds.

The Installment Purchase Agreement authorizes the Authority to acquire certain components of the Project
with the proceeds of the Series 1997 Bonds and to sell such components of the Project to the City in consideration
of the City’s payment of Installment Payments to the Authority. The Project consists of design and engineering
costs, costs of land acquisition, construction and other initial costs relating to certain capital improvements to the
Metropolitan System and Municipal System.

The obligation of the City to make Installment Payments does not constitute an obligation of the City
for which the City is obligated to levy or pledge any form of taxation or for which the City has levied or
pledged any form of taxation. Neither the pledge made by the Authority, nor the obligation of the City to
make Installment Payments, creates a legal or equitable pledge, charge, lien or encumbrance upon any of the
City’s property, or upon its income, receipts or revenues other than Net System Revenues. The Authority
has no taxing power.

The descriptions and summaries of various documents in this Official Statement are qualified in their
entirety by reference to such documents. Copies of the Indenture, the Installment Purchase Agreement, the
Continuing Disclosure Agreement, the City Charter, the Sewer Revenue Fund audited financial statements and
additional information relevant to the City and the Series 1997 Bonds may be obtained from the Office of the City
Clerk, City Administration Building, 202 C Street, MS 2A, San Diego, California 92101.

DESCRIPTION OF THE SERIES 1997 BONDS
General Terms

The Series 1997 Bonds will be issued in two series in the aggregate principal amounts, will bear interest
at the rates per annum and will mature in the principal amounts in each year (subject to prior redemption), as set
forth on the inside cover page hereof. The Series 1997 Bonds are issuable only in fully registered form and, when
issued, will be registered in the name of Cede & Co., as registered owner and nominee of The Depository Trust
Company, New York, New York ("DTC"). DTC will act as securities depository for the Series 1997 Bonds.
Purchasers will not receive certificates representing their interest in the Series 1997 Bonds purchased. See "Book-
Entry-Only System" below.

The Series 1997 Bonds may be transferred on the registration books of the Trustee kept for that purpose
at its principal corporate trust office. The Trustee shall not be required to register the transfer of any Series 1997

Bond (i) during the period commencing on the day 5 Business Days before the date on which the Series 1997 Bonds.

are to be selected for redemption and ending on such date of selection, or (ii) which has been selected for
redemption in whole or in part. Similarly, the Trustee shall not be required to register the exchange of any Series
1997 Bond (i) during any period commencing with the close of business on the 15th day next preceding any interest
payment date and ending on such interest payment date, (ii) during the period commencing 15 days before the
mailing of any notice of redemption and ending on the day of such mailing or (iii) which has been selected for
redemption in whole or in part.



The Series 1997 Bonds will be paid to the person in whose name such Bond is registered on the applicable
record date, which is the 15th day (whether or not such day is a Business Day) preceding each interest payment
date. Interest on the Series 1997 Bonds will be payable by check of the Trustee, mailed to the registered owners
at the addresses shown on the registration books of the Trustee kept for that purpose at its principal corporate trust
office as of the close of business on the applicable record date; provided, however, if the Series 1997 Bonds are
in certificated form, interest shall be payable by wire transfer to registered owners who own Series 1997 Bonds in
the principal amount of not less than $1,000,000. The principal and redemption price of all Series 1997 Bonds will
be payable at the principal corporate trust office of the Trustee.

Series 1997 Bonds

The Series 1997 Bonds will be dated February 1, 1997 and interest thereon will accrue from such date.
Beneficial ownership of Series 1997 Bonds may be purchased in denominations of $5,000 or any integral multiple
thereof in book-entry form only. Interest on the Series 1997 Bonds is payable on May 15 and November 15 of each
year, commencing November 15, 1997. The Series 1997 Bonds will mature on the dates and in the aggregate
principal amounts (subject to prior redemption), and will bear interest at the per annum rates, set forth on the inside
cover page of this Official Statement.

Optional Redemption. The Series 1997A Bonds and the Series 1997B Bonds maturing on or before
May 15, 2007, are not subject to redemption prior to maturity. If the City elects its option to prepay Installment
Payments under the terms of the Installment Purchase Agreement, the Series 1997A Bonds and the Series 1997B
Bonds maturing on May 15, 2008 through and including May 15, 2027 are each separately subject to redemption
prior to their stated maturities on or after May 15, 2007, in whole or in part on any date (if in part for either Series,
in maturities selected by the Authority and by lot within any maturity for each Series), at the redemption prices set
forth below (expressed as a percentage of the principal amount, or portion thereof, to be prepaid), plus accrued
interest to the date fixed for redemption:

Redemption Period Redemption

(Both dates inclusive) Price
May 15, 2007 through May 14, 2008 101.0%
May 15, 2008 through May 14, 2009 ~100.5
May 15, 2009 and thereafter 100.0

Mandatory Sinking Fund Redemption - Series 19974 Bonds. The Series 1997A Bonds maturing on May 15,
2022 and May 15, 2027 (collectively, the "1997A Term Bonds") are subject to mandatory sinking fund redemption
at a redemption price equal to the principal amount thereof without premium plus accrued interest to the redemption
date.

The Series 1997A Bonds maturing on May 15, 2022 shall be redeemed on May 15 in the years and in the
principal amounts set forth in the table below:

Year Principal Amount
2018 $7,300,000
2019 7,685,000
2020 8,085,000
2021 8,510,000
2022% 8,960,000

* Maturity



The Series 1997A Bonds maturing on May 15,

principal amounts set forth in the table below:

Year

2023
2024
2025
2026
2027*

* Maturity

2027 shall be redeemed on May 15 in the years and in the

Principal Amount

$ 9,430,000
9,925,000
10,445,000
10,995,000
11,570,000

Mandatory Sinking Fund Redemption - Series 1997B Bonds. The Series 1997B Bonds maturing on May 15,
2022 and May 15, 2027 (collectively, the "1997B Term Bonds" and together with the 1997A Term Bonds, the
"Term Bonds") are subject to mandatory sinking fund redemption at a redemption price equal to the principal
amount thereof without premium plus accrued interest to the redemption date.

The Series 1997B Bonds maturing on May 15, 2022 shall be redeemed on May 15 in the years and in the
principal amounts set forth in the table below:

Year Principal Amount
2018 $2,675,000
2019 2,815,000
2020 2,960,000
2021 3,115,000
2022% 3,280,000

* Maturity

The Series 1997B Bonds maturing on May 15, 2027 shall be redeemed on May 15 in the years and in the

principal amounts set forth in the table below:

Year Principal Amount
2023 $3,450,000
2024 3,635,000
2025 3,825,000
2026 4,205,000
2027* 4,235,000

* Maturity

Credit Against Mandatory Sinking Fund Requirement. At the option of the Authority, it may credit against
any mandatory sinking fund requirement Term Bonds or portions thereof which are of the same maturity and Series
as the Term Bonds subject to mandatory redemption and which, prior to said date, have been purchased, with funds
other than moneys in a Sinking Account, at public or private sale or redeemed and canceled by the Authority and
not theretofore applied as a credit against any mandatory sinking fund requirement. The Authority and the City may
also elect to have moneys in the Sinking Account applied to the purchase of Term Bonds which in turn shall be
credited against any mandatory sinking fund redemption requirement, all as provided for in the Indenture. If, during
the 12-month period immediately preceding said mandatory sinking account payment date, the Trustee has purchased
Term Bonds of such maturity and Series with moneys in such Sinking Account, such Bonds so purchased shall be
applied, to the extent of the full principal amount thereof, to reduce said mandatory sinking account payment.



Notice of Redemption. Notice of redemption shall be given by the Trustee not less than 30 days nor more
than 60 days prior to the redemption date to (i) the respective Owners of the Series 1997 Bonds designated for
redemption at their addresses appearing on the registration books of the Trustee by first class mail, and (ii) the
Securities Depositories and the Information Services by certified or registered mail or overnight delivery. Each
notice of redemption shall state the date of such redemption, the redemption price, if any, the name and appropriate
address of the Trustee, the Series, the CUSIP number, if any, of the maturity or maturities of such Series, and, if
less than all of any such maturity and Series is to be redeemed, the distinctive certificate numbers of the Series 1997
Bonds of such maturity and Series to be redeemed and, in the case of Series 1997 Bonds of any Series to be
redeemed in part only, the respective portions of the principal amount thereof to be redeemed. Each such notice
shall also state that on said date there will become due and payable on each of said Series 1997 Bonds thereof and
in the case of a Series 1997 Bond of any Series to be redeemed in part only, the specified portion of the principal
amount thereof to be redeemed, together with interest accrued thereon to the redemption date, and that from and
after such redemption date interest thereon shall cease to accrue, and shall require that such Series 1997 Bonds be
then surrendered at the address of the Trustee specified in the redemption notice.

Book-Entry-Only System

The information contained in the following paragraphs of this subsection "Book-Entry-Only System" has
been extracted from a schedule prepared by DTC entitled "SAMPLE OFFICIAL STATEMENT LANGUAGE
DESCRIBING BOOK-ENTRY-ONLY ISSUANCE." The Authority and the City make no representation as to the
completeness or the accuracy of such information or as to the absence of material adverse changes in such
information subsequent to the date hereof.

1. DTC will act as securities depository for the Series 1997 Bonds. The Series 1997 Bonds will be
issued as fully registered securities in the names of Cede & Co. (DTC’s partnership nominee). One fully registered
Series 1997 Bonds certificate will be issued for each maturity of each Series of the Series 1997 Bonds, each in the
aggregate principal amount of such maturity of such Series, and will be deposited with DTC. If, however, the
aggregate principal amount of any maturity of such Series exceeds $150 million, one certificate will be issued with
respect to each $150 million of principal amount and an additional certificate will be issued with respect to any
remaining principal amount of such issue.

2. DTC is a limited-purpose trust company organized under the New York Banking Law, a "banking
organization" within the meaning of the New York Banking Law, a member of the Federal Reserve System, a
"clearing corporation” within the meaning of the New York Uniform Commercial code, and a "clearing agency”
registered pursuant to the provisions of Section 17A of the Securities Exchange Act of 1934. DTC holds securities
that its participants ("Participants") deposit with DTC. DTC also facilitates the settlement among Participants of
securities transactions, such as transfers and pledges, in deposited securities through electronic computerized book-
entry changes in Participants’ accounts, thereby eliminating the need for physical movement of securities certificates.
Direct Participants include securities brokers and dealers, banks, trust companies, clearing corporations, and certain
other organizations. DTC is owned by a number of its Direct Participants and by the New York Stock Exchange,
Inc., the American Stock Exchange, Inc., and the National Association of Securities Dealers, Inc. Access to the
DTC system is also available to others such as securities brokers and dealers, banks, and trust companies that clear
through or maintain a custodial relationship with a Direct Participant, either directly or indirectly ("Indirect
Participants"). The rules applicable to DTC and its Participants are on file with the Securities and Exchange
Commission.

3. Purchases of Series 1997 Bonds under the DTC system must be made by or through Direct
Participants, which will receive a credit for the Series 1997 Bonds on DTC’s records. The ownership interest of
each actual purchaser of each Series 1997 Bond ("Beneficial Owner") is in turn to be recorded on the Direct and
Indirect Participants’ records. Beneficial Owners will not receive written confirmation from DTC of their purchase,
but Beneficial Owners are expected to receive written confirmation providing details of the transaction, as well as
periodic statements of their holdings, from the Direct or Indirect Participant through which the Beneficial Owner
entered into the transaction. Transfers of ownership interests in Series 1997 Bonds are to be accomplished by
entries made on the books of Participants acting on behalf of Beneficial Owners. Beneficial Owners will not receive



certificates representing their ownership interest in Series 1997 Bonds, except in the event that use of the book-entry
system for the Series 1997 Bonds is discontinued.

4. To facilitate subsequent transfers, all Series 1997 Bonds deposited by Participants with DTC are
registered in the name of DTC’s partnership nominee, Cede & Co. The deposit of Series 1997 Bonds with DTC
and their registration in name of Cede & Co., effects no change in beneficial ownership. DTC has no knowledge
of the actual Beneficial Owners of the Series 1997 Bonds; DTC’s records reflect only the identity of the Direct
Participants to whose accounts such Series 1997 Bonds are credited, which may or may not be the Beneficial
Owners. The Participants will remain responsible for keeping account of their holdings on behalf of their
customers.

S. Conveyance of notices and other communications by DTC to Direct Participants, by Direct
Participants to Indirect Participants, and by Direct Participants and Indirect Participants to Beneficial Owners will
be governed by arrangements among them, subject to any statutory or regulatory requirements as may be in effect
from time to time.

6. Redemption notices shall be sent to Cede & Co. If less than all of the Series 1997A Bonds or the
Series 1997B Bonds are being redeemed, DTC’s practice is to determine by lot the amount of the interest of each
Direct Participant in such Series to be redeemed.

7. Neither DTC nor Cede & Co. will consent or vote with respect to the Series 1997 Bonds. Under
its usual procedures, DTC mails an Omnibus Proxy to the Authority as soon as possible after the record date. The
Omnibus Proxy assigns Cede & Co.’s consenting or voting rights to those Direct Participants to whose accounts
the Series 1997 Bonds are credited on the record date (identified in a listing attached to the Omnibus Proxy).

8. Principal and interest on the Series 1997 Bonds will be made to DTC. DTC’s practice is to credit
Direct Participants’ accounts on payable date in accordance with their respective holdings shown on DTC’s records
unless DTC has reason to believe that it will not receive payment on payable date. Payments by Participants to
Beneficial Owners will be governed by standing instructions and customary practices, as in the case with securities
held for the accounts of customers in bearer form or registered in "street name," and will be the responsibility of
such Participant and not of DTC, the Trustee, or the Authority, subject to any statutory or regulatory requirements
as may be in effect from time to time. Payment of principal and interest to DTC is the responsibility of the
Authority or the Trustee, disbursement of such payments to Direct Participants shall be the responsibility of DTC,
and disbursement of such payments to the Beneficial Owners shall be the responsibility of Direct and Indirect
Participants.

9. DTC may discontinue providing its services as securities depository with respect to the Series 1997
Bonds at any time by giving reasonable notice to the Authority or the Trustee. Under such circumstances, in the
event that a successor securities depository is not obtained, Series 1997 Bonds will be printed and delivered.

10. The Authority may decide to discontinue use of the system book-entry transfers through DTC (or
a successor securities depository). In that event, Series 1997 Bond certificates will be printed and delivered.

11. The information in this section concerning DTC and DTC’s book-entry system has been obtained
from sources that the Authority believes to be reliable, but the Authority takes no responsibility for the accuracy
thereof.

NONE OF THE AUTHORITY, THE CITY OR THE UNDERWRITERS WILL HAVE ANY
RESPONSIBILITY OR OBLIGATION TO PARTICIPANTS, TO INDIRECT PARTICIPANTS OR TO ANY
BENEFICIAL OWNER WITH RESPECT TO (I) THE ACCURACY OF ANY RECORDS MAINTAINED BY
DTC, ANY PARTICIPANT, OR ANY INDIRECT PARTICIPANT; (II) THE PAYMENT BY DTC OR ANY
PARTICIPANT OR INDIRECT PARTICIPANT OF ANY AMOUNT WITH RESPECT TO THE PRINCIPAL
OF, OR PREMIUM, IF ANY, OR INTEREST ON, THE SERIES 1997 BONDS; (III) ANY NOTICE WHICH
IS PERMITTED OR REQUIRED TO BE GIVEN TO BONDOWNERS; (IV) ANY CONSENT GIVEN BY DTC
OR OTHER ACTION TAKEN BY DTC AS BONDOWNER; OR (V) THE SELECTION BY DTC OR ANY



PARTICIPANT OR INDIRECT PARTICIPANT OF ANY BENEFICIAL OWNERS TO RECEIVE PAYMENT
IN THE EVENT OF A PARTIAL REDEMPTION OF THE SERIES 1997 BONDS.

Purpose of Financing

The proceeds of the Series 1997A Bonds will be used for Metropolitan System capital improvements and
the proceeds of Series 1997B Bonds will be used for Municipal System capital improvements. (See
"WASTEWATER SYSTEM CAPITAL IMPROVEMENT PROGRAM.") For both the Metropolitan and the
Municipal Systems, capital improvement costs include costs of design, engineering, legal and administrative
services, acquisition of rights-of-way, land acquisition, construction and equipment. In addition to funding certain
Metropolitan System capital improvements, the remaining proceeds of the Bonds will be used to fund a portion of
the debt service reserve fund securing the Series 1997 Bonds and the Outstanding Parity Bonds and to pay certain
costs of issuance. The remaining proceeds of the Series 1997B Bonds will be used to fund a portion of the debt
service reserve fund securing the Series 1997 Bonds and the Outstanding Parity Bonds and to pay certain costs of
issuance.

Application of Series 1997 Bond Proceeds

The proceeds of the Series 1997 Bonds (excluding accrued interest which will be deposited in the Interest
Account in the Payment Fund) are to be applied as follows:

Series 1997A Bonds ~ Series 1997B Bonds Total
Principal Amount $183,000,000 $67,000,000 $250,000,000
Less Original Issue Discount (4,958,745) (1,815.436) (6,774,181)
Total Available Funds $178,041,255 $65,184,564 $243,225,819

Deposit to Acquisition Fund Account®” $163,557,597 $59,881,808 $223,439,405
Deposit to Reserve Fund® 13,002,831 4,760,599 17,763,430
Cost of Issuance 660,570 241,845 902,415
Underwriters’ Discount 820,257 300,312 1,120,569

Total Amount Applied $178,041,255 $65,184,564 $243,225,819

[¢V)

To be held by the City and applied to pay Metropolitan System Acquisition Costs with respect to the Series 1997A Bonds and
Municipal System Acquisition Costs with respect to the Series 1997B Bonds.

@ This deposit, together with the amounts currently on deposit in the Reserve Fund held by the Trustee with respect to the Outstanding
Parity Bonds, comprise an amount equal to the Reserve Requirement.



Debt Service Requirements

Year Ending

June 30

1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011

2012

The following table shows the total debt service requirements from Net System Revenues with respect to
the Series 1997A Bonds, the Series 1997B Bonds and the Outstanding Parity Bonds.

Table 1

TOTAL DEBT SERVICE REQUIREMENTS

Series 1997A Bonds

Principal

$ 2,860.000
2,965,000
3,080,000
3,205,000
3,340,000
3,485,000
3,640,000
3,810,000
3,990,000
4,180,000
4,385,000
4,605,000
4,835,000
5,080,000
5,345,000
5,625,000
5.920.000
6,240,000
6,575,000
6.930,000
7,300,000
7,685,000
8,085,000
8,510,000
8,960,000
9,430,000
9,925,000

10,445,000
10,995,000
11,570,000

Interest

$2,692,584.92
9.320,486.25
9,214,666.25
9,099,031.25
8,972,751.25
8,838,141.25
8,692,851.25
8,536,026.25
8,368,586.25
8,189,516.25
7,997,996.25
7,793,176.25
7,573,926.25
7,343,676.25
7,097,091.25
6.832,931.25
6,552,318.75
6.257,006.25
5,938.806.25
5.603,406.25
5.250.000.00
4,877,512.50
4,494,262.50
4.090,800.00
3,666,337.50
3,219,562.50
2,749,162.50
2.254,087.50
1,733,025.00
1,184,662.50
607,425.00

Series 1997B Bonds

Principal

$1,045,000
1,085,000
1,130,000
1,175,000
1,225,000
1,275,000
1,335,000
1,395,000
1,460,000
1,530,000
1,605,000
1,685,000
1,770,000
1,860,000
1,955,000
2,060,000
2,170,000
2,285,000
2,405,000
2,535,000
2,675,000
2,815,000
2,960,000
3,115,000
3,280,000
3,450,000
3,635,000
3,825,000
4,025,000
4,235,000

Interest

$ 985,802.64
3,412,393.75
3,373,728.75
3,331,413.75
3,285,083.75
3,235,733.75
3,182,446.25
3,125,071.25
3,063,661.25
2,998,096.25
2,928,016.25
2,853,046.25
2,772,796.25
2,688,546.25
2,598,276.25
2,501,556.25
2,398,918.75
2,290,768.75
2,174,131.25
2,051,312.50
1,922,043.75
1,785,787.50
1,645,350.00
1,497,562.50
1,342,162.50
1,178,625.00
1,006,425.00

825,300.00

634,462.50

433,650.00

222,337.50

Outstanding Parity Bonds

$ 4,660,000
10,960,000
11,380,000
11,840,000
12,325,000
12,845,000
13,395,000
13,985,000
14,615,000
15,405,000
16,245,000
17,135,000
17,970,000
18,845,000
19,780,000

20,785,000

21,845,000
22,960,000
24,160,000
25,395,000
26,690,000
28,050,000
29,485,000
30,995,000
32,575,000
34,200,000
35,910,000
21,390,000
22,460,000

Interest

$14,551,355.01
28,939,610.00
28,519,400.00
28,064,200.00
27,578,760.00
27,057,655.00
26,505,320.00
25,917,817.50
25,288,492.50
24,499,867.50
23,659,567.50
22,769,347.50
21,934,016.25
21,056,045.00
20,121,910.00
19,116,005.00
18,058,980.00
16,941,810.00
15,742,962.50
14,509,037.50
13,212,000.00
11,848,775.00
10,416,050.00
8,909,987.50
7,326,750.00
5,698,000.00
3,988,000.00
2,192,500.00
1,123,000.00

Total Debt
Service
$22,889,742.57
56,537,490.00
56,537,795.00
56,544,645.00
56,541,595.00
56,541,530.00
56,535,617.50
56,538,915.00
56,540,740.00
56,542,480.00
56,540,580.00
56,540,570.00
56,540,738.75
56,538,267.50
56,537,277.50
56,535,492.50
56,540,217.50
56,539,585.00
56,540,900.00
56,538,756.25
56,539,043.75
56,537,075.00
56,540,662.50
56,538,350.00
56,535,250.00
56,536,187.50
56,533,587.50
40,221,887.50
40,220,487.50
16,638,312.50
16,634,762.50



SECURITY FOR THE SERIES 1997 BONDS
Source of Payment

The Series 1997 Bonds are payable solely from Installment Payments made by the City from Net System
Revenues pursuant to the Installment Purchase Agreement and will be issued on a parity with the Outstanding Parity
Bonds. See "SECURITY FOR THE SERIES 1997 BONDS - Outstanding Parity Bonds." All Parity Obligations,
including the Installment Payments pledged to the payment of the Series 1997 Bonds and the Outstanding Parity
Bonds, shall be secured by a lien on and pledge of Net System Revenues, and within such lien priority, Parity
Obligations shall be of equal rank without preference, priority or distinction of any Parity Obligations over any other
Parity Obligations. Such lien and pledge shall constitute a first lien on Net System Revenues; provided, however,
that out of Net System Revenues there may be apportioned such sums for such purposes as are expressly permitted
by the Installment Purchase Agreement.

The Sewer Revenue Fund

The City accounts for its wastewater operations through an enterprise fund known as the Sewer Revenue
Fund. The Sewer Revenue Fund was established by amendment to the City Charter on November 8, 1960 and is
held separate and apart from other funds of the City.

All System Revenues are deposited in the Sewer Revenue Fund. All moneys in the Sewer Revenue Fund
are held in trust separate and apart from any other funds of the City and shall be used to pay (i) all Maintenance
and Operation Costs of the Wastewater System and (ii) all Parity Obligations, including Installment Payments equal
to the principal and interest on the Series 1997 Bonds and the Outstanding Parity Bonds. After such payments have
been made, any remaining System Revenues shall be used to make up any deficiency in the Reserve Fund for Parity
Obligations and, subject to certain conditions, then may be used to pay for capital expenditures for the Wastewater
System or any other Wastewater System purposes, including the payment of Subordinated Obligations, if any.

Net System Revenues

Net System Revenues are System Revenues less Maintenance and Operation Costs of the Wastewater
System. System Revenues are defined in the Installment Purchase Agreement to include all income, rents, rates,
fees, charges and other moneys derived from the ownership or operation of the Wastewater System.
Notwithstanding the foregoing, there shall be deducted from System Revenues any amounts transferred into the Rate
Stabilization Fund, and there shall be added to System Revenues any amounts transferred out of such Rate
Stabilization Fund to pay Maintenance and Operation Costs of the Wastewater System. See "Rate Stabilization
Fund; Impact of Proposition 218" below. Under the Installment Purchase Agreement, the City has retained the right
to transfer ownership of the Metropolitan System. For a more detailed description of this potential transfer of
ownership, see "POSSIBLE TRANSFER OF OWNERSHIP OF METROPOLITAN SYSTEM." Upon any such
transfer of the Metropolitan System permitted by the Installment Purchase Agreement, System Revenues shall be
deemed to consist of Municipal System Revenues with respect to the City and Metropolitan System Revenues with
respect to the transferee. For a more detailed description of System Revenues, Metropolitan System Revenues and
Municipal System Revenues, see "APPENDIX C - DEFINITIONS OF CERTAIN TERMS."

Maintenance and Operations Costs of the Wastewater System are defined in the Installment Purchase
Agreement to include, among other things (i) a Qualified Take or Pay Obligation; (ii) fees and expenses of a Credit
Provider (exclusive of payment of Credit Provider Reimbursement Obligations); and (iii) the reasonable and
necessary costs spent or incurred by the City for maintaining and operating the Wastewater System, calculated in
accordance with generally accepted accounting principles, but excluding in all cases (a) depreciation, replacement
and obsolescence charges or reserves therefor, (b) amortization of intangibles or other bookkeeping entries of a
similar nature, (c) costs of capital additions, replacements, betterments, extensions or improvements to the
Wastewater System, which under generally accepted accounting principles are chargeable to a capital account or
to a reserve for depreciation, (d) charges for the payment of principal and interest on any general obligation bond
theretofore or hereafter issued for Wastewater System purposes, and (e) charges for the payment of principal and
interest on any debt service on account of any obligation on a parity with or subordinate to the Installment



Payments. Qualified Take or Pay Obligation means the obligation of the City to make use of any facility, property
or services, or some portion of the capacity thereof, or to pay therefor from System Revenues, or both, whether
or not such facilities, properties or services are ever made available to the City for use, and there is provided to
the City a certificate of an Independent Engineer to the effect that the incurrence of such obligation will not
adversely affect the ability of the City to comply with the rate covenant contained in the Installment Purchase
Agreement. Under the Installment Purchase Agreement, the City has retained the right to transfer ownership of
the Metropolitan System. For a more detailed description of this potential transfer of ownership, see "POSSIBLE
TRANSFER OF OWNERSHIP OF METROPOLITAN SYSTEM." Upon any such transfer of the Metropolitan
System permitted by the Installment Purchase Agreement, Maintenance and Operations Costs of the Wastewater
System shall be deemed to be Maintenance and Operations Costs of the Municipal System with respect to the City
and Maintenance and Operations Costs of the Metropolitan System with respect to the transferee. For a more
detailed description of Maintenance and Operations Costs of the Wastewater System, the Metropolitan System and
the Municipal System, respectively, see "APPENDIX C - DEFINITIONS OF CERTAIN TERMS."

Obligation of City Under Installment Purchase Agreement

Pursuant to the Installment Purchase Agreement, the City commits, absolutely and unconditionally, to make
Installment Payments to the Authority solely from Net System Revenues until such time as the Purchase Price for
the Components of the Project financed has been paid in full (or provision for the payment thereof has beern made
pursuant to the Indenture). The City will not discontinue or suspend any Installment Payments whether or not the
Project or any part thereof is operating or operable or has been completed, or its use is suspended, interfered with,
reduced, curtailed or terminated in whole or in part, and such Installment Payments shall not be subject to reduction
whether by offset or otherwise and shall not be conditioned upon the performance or non-performance by any party
of any agreement for any cause whatsoever.

Rate Covenant; Impact of Proposition 218

The City has covenanted in the Installment Purchase Agreement to fix, prescribe and collect rates and
charges for wastewater service which during each fiscal year will be at least sufficient (i) to pay all Obligations
(other than Parity Obligations) and (ii) to yield Net System Revenues equal to 120% of the Debt Service for such
fiscal year. The City may make adjustments from time to time in such rates and charges including reclassification
of users as it deems necessary, but shall not reduce the rates and charges then in effect unless the Net System
Revenues from such reduced rates and charges will at all times be sufficient to meet the requirements of the
Installment Purchase Agreement. However, for information on the possible limitation on the City’s ability to
comply with the rate covenant, see "WASTEWATER SYSTEM FINANCIAL OPERATIONS - Impact of
Proposition 218 on Sewer Service Rates and Charges."

Rate Stabilization Fund; Impact of Proposition 218

The City has established as a fund within the Sewer Revenue Fund, a Rate Stabilization Fund. From time
to time, the City may deposit into the Rate Stabilization Fund, from current System Revenues, such amounts as the
City shall determine and the amount of available current System Revenues shall be reduced by the amount so
transferred. From time to time the City may transfer amounts on deposit in the Rate Stabilization Fund to the Sewer
Revenue Fund solely to pay Maintenance and Operation Costs, and any amounts so transferred shall be deemed
System Revenues when so transferred. All interest or other earnings upon amounts in the Rate Stabilization Fund
may be withdrawn therefrom and accounted for as System Revenues. However, for information on the possible
limitation on the City’s ability to set rates and charges at levels which would permit the City to make deposits into
the Rate Stabilization Fund, see "WASTEWATER SYSTEM FINANCIAL OPERATIONS - Impact of Proposition
218 on Sewer Service Rates and Charges." See also Table 14 and paragraph 4 under the caption "FINANCIAL
PROJECTIONS - Projected Operating Results" for currently anticipated deposits into and withdrawals from the Rate
Stabilization Fund incident to the currently contemplated Wastewater System Capital Improvement Program.
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Pledge Under the Indenture

Pursuant to the Indenture, the Authority has irrevocably pledged all Revenues and amounts on deposit in
the funds and accounts established under the Indenture (other than amounts on deposit in the Rebate Fund) to the
payments of principal and interest on the Series 1997 Bonds and the Outstanding Parity Bonds. The Indenture
defines the term "Revenues" to mean all Installment Payments paid by the City pursuant to the Installment Purchase
Agreement, including interest or profits from the investment of money in any account or fund (other than the Rebate
Fund). In order to secure the pledge of the Revenues, the Authority has transferred, conveyed and assigned to the
Trustee, for the benefit of the Owners, all of the Authority’s rights under the Installment Purchase Agreement
(excluding its right to indemnification thereunder), including the right to receive Installment Payments from the City,
the right to receive any proceeds of insurance maintained thereunder or any condemnation award rendered with
respect to the Project, and the right to exercise any remedies provided therein in the event of a default by the City
thereunder.

The Trustee has established and will maintain special trust funds to be held by the Trustee called the
Payment Fund and the Reserve Fund. Within the Payment Fund, the Trustee has established and will maintain the
Interest Account, the Principal Account, the Sinking Account and the Redemption Account. Under the Installment
Purchase Agreement, the City will pay the Installment Payments out of the Sewer Revenue Fund to the Trustee for
deposit into the Payment Fund so that the principal and interest due on the Series 1997 Bonds and the Outstanding
Parity Bonds shall be paid no later than the last business day on which such payment is due. Subject to the
provisions of the Indenture, all money in the Payment Fund will be deposited by the Trustee in the following
respective special accounts within the Payment Fund in the following order of priority: (i) Interest Account, (ii)
Principal Account, and (iii) Redemption Account.

Bond Insurance

The following information has been furnished by Financial Guaranty Insurance Company, doing business
in California as FGIC Insurance Company ("Financial Guaranty") for use in this Official Statement. Reference is
made to Appendix F for a specimen of Financial Guaranty’s policy.

Concurrently with the issuance of the Series 1997 Bonds, Financial Guaranty will issue its Municipal Bond
New Issue Insurance Policy for the Series 1997 Bonds (the "Policy"). The Policy unconditionally guarantees the
payment of that portion of the principal or and interest on the Series 1997 Bonds which has become due for
payment, but shall be unpaid by reason of nonpayment by the Authority. Financial Guaranty will make such
payments to State Street Bank and Trust Company, N.A., or its successor as its agent (the "Fiscal Agent"), on the
later of the date on which such principal and interest is due or on the business day next following the day on which
Financial Guaranty shall have received telephonic or telegraphic notice, subsequently confirmed in writing, or
written notice by registered or certified mail, from an owner of Series 1997 Bonds or the Trustee of the nonpayment
of such amount by the Authority. The Fiscal Agent will disburse such amount due on any Series 1997 Bond to its
owner upon receipt by the Fiscal Agent of evidence satisfactory to the Fiscal Agent of the owner’s right to receive
payment of the principal and interest due for payment and evidence, including any appropriate instruments of
assignment, that all of such owner’s rights to payment of such principal and interest shall be vested in Financial
Guaranty. The term "nonpayment" in respect of a Series 1997 Bond includes any payment of principal or interest
made to an owner of a Series 1997 Bond which has been recovered from such owner pursuant to the United States
Bankruptcy Code by a trustee in bankruptcy in accordance with a final, nonappealable order of a court having
competent jurisdiction.

The Policy is non-cancellable and the premium will be fully paid at the time of delivery of the Series 1997
Bonds. The Policy covers failure to pay principal of the Series 1997 Bonds on their respective stated maturity dates
or dates on which the same shall have been duly called for mandatory sinking fund redemption, and not on any other
date on which the Series 1997 Bonds may have been otherwise called for redemption, accelerated or advanced in
maturity, and covers the failure to pay an installment of interest on the stated date for its payment.

Generally, in connection with its insurance of an issue of municipal securities, Financial Guaranty requires,
among other things, (i) that it be granted the power to exercise any rights granted to the holders of such securities
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upon the occurrence of an event of default, without the consent of such holders, and that such holders may not
exercise such rights without Financial Guaranty’s consent, in each case so long as Financial Guaranty has not failed
ta comply with its payment obligations under its insurance policy; and (ii) that any amendment or supplement to
or other modification of the principal legal documents be subject to Financial Guaranty’s consent. The specific
rights, if any, granted to Financial Guaranty in connection with its insurance of the Series 1997 Bonds are set forth
in the description of the principal legal documents appearing elsewhere in this Official Statement. Reference should
be made as well to such description for a discussion of the circumstances, if any, under which the Authority is
required to provide additional or substitute credit enhancement and related matters.

This Official Statement contains a section regarding the ratings assigned to the Series 1997 Bonds and
references should be made to such section for a discussion of such ratings and the basis for their assignment to the
Series 1997 Bonds.

The Policy is not covered by the Property/Casualty Insurance Security Fund specified in Article 76 of the
New York Insurance Law.

Financial Guaranty is a wholly-owned subsidiary of FGIC Corporation (the "Corporation"), a Delaware
holding company. The Corporation is a subsidiary of General Electric Capital Corporation ("GE Capital"). Neither
the Corporation nor GE Capital is obligated to pay the debts of or the claims against Financial Guaranty. Financial
Guaranty is a monoline financial guaranty insurer domiciled in the State of New York and subject to regulation by
the State of New York Insurance Department. As of September 30, 1996, the total capital and surplus of Financial
Guaranty was approximately $1,097,600,190. Financial Guaranty prepares financial statements on the basis of both
statutory accounting principles and generally accepted accounting principles. Copies of such financial statements
may be obtained by writing to Financial Guaranty at 115 Broadway, New York, New York 10006, Attention:
Communications Department (telephone number: (212-312-3000) or to the New York State Insurance Department
at 160 West Broadway, 18th Floor, New York, New York 10013, Attention: Financial Condition Property/Casualty
Bureau (telephone number: (212-602-0389).

Reserve Fund

A portion of the proceeds of the Series 1997 Bonds will be deposited in the Reserve Fund, which together
with amounts currently on deposit in the Reserve Fund, will equal the Reserve Requirement. The Reserve
Requirement is defined to be, as of any date of calculation, the least of (i) 10% of the proceeds of the Series 1997
Bonds and the Outstanding Parity Bonds, (ii) Maximum Annual Debt Service on the Series 1997 Bonds and the
Outstanding Parity Bonds for the then current or any future fiscal year, or-(iii) 125% of average Annual Debt
Service on the Series 1997 Bonds and the Outstanding Parity Bonds.

At the option of the City, amounts required to be held in the Reserve Fund may be withdrawn, in whole
or in part, upon the deposit of a Credit Facility with the Trustee, in a stated amount equal to the amounts so
withdrawn, provided, among other things, that prior to the deposit of such Credit Facility, each of the rating
agencies then rating the Series 1997 Bonds and the Outstanding Parity Bonds shall be notified of such proposed
withdrawal and the deposit of such Credit Facility shall not result in a withdrawal or downgrading of any rating of
the Series 1997 Bonds and the Outstanding Parity Bonds then in effect by each of the rating agencies then rating
such Bonds. Any such withdrawal shall be transferred, at the election of the City, to the Acquisition Fund, to the
Principal Account of the Payment Fund, to the Redemption Account of the Payment Fund or to a special account
to be established for the payment of any fees in connection with obtaining such Credit Facility.

Outstanding Parity Bonds

The City has incurred Parity Obligations in connection with the Series 1995 Bonds and the Series 1993
Bonds issued by the Authority on December 13, 1995 and October 12, 1993, respectively, for the purpose of
financing the costs of certain improvements relating to the Metropolitan System. The Series 1995 Bonds were
issued in the original aggregate principal amount of $350,000,000, all of which is currently outstanding. The Series
1993 Bonds were issued in the original aggregate principal amount of $250,000,000, $238,285,000 of which is
currently outstanding.
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Parity Obligations

The City may not create any Obligations the payments of which are senior or prior in right to the payment
by the City of Parity Obligations. The City may at any time issue or create Parity Obligations, provided the City
obtains or provides a certificate or certificates, prepared by the City or at the City’s option by a Consultant, showing
that:

@) the Net System Revenues as shown by the books of the City for any consecutive 12-month
period out of the 18 consecutive months ending immediately prior to the incurring of such other Parity
Obligations shall have amounted to at least 1.20 times the Maximum Annual Debt Service on all Parity
Obligations Outstanding during such period; and

(ii) the estimated Net System Revenues for the next 12 months following the date of issuance
of such other Parity Obligations will be at least equal to 1.20 times the Maximum Annual Debt Service for
all Parity Obligations which will be Outstanding immediately after the issuance of the proposed Parity
Obligations.

For purposes of the computations to be made as described in clause (ii) above, the determination of the Net
System Revenues may take into account any increases in rates and charges which relate to the Wastewater System
and shall take into account any reduction in such rates and charges, which will, for purposes of the test described
above in clause (ii), be effective during the fiscal year ending within the 12-month period for which such estimate
is made; and may take into account an allowance for any estimated increase in such Net System Revenues from any
revenue producing additions or improvements to or extensions of the Wastewater System, to be made with the
proceeds of such additional indebtedness or with the proceeds of Parity Obligations previously issued, all in an
amount equal to the estimated additional average annual Net System Revenues to be derived from such additions,
improvements and extensions for the first 36-month period in which each addition, improvement or extension is
respectively to be in operation, all as shown by such certificate of the City or a Consultant, as applicable; and, for
the period contemplated by clause (ii), Maintenance and Operation Costs of the Wastewater System shall be deemed
to be equal to such costs for the 12 consecutive months immediately prior to incurring such other Parity Obligations,
but adjusted if deemed necessary, by the City or a Consultant, as applicable, for any increased Maintenance and
Operations Costs of the Wastewater System which are, in the judgment of the City or a Consultant, as applicable,
essential to maintaining and operating the Wastewater System and which will occur during the fiscal year ending
within the period contemplated by clause (ii). The City has met the Parity Obligations test described above incident
to issuance of the Series 1997 Bonds.

The certificate or certificates with respect to clause (ii) above shall not be required if, among other things,
the Parity Obligations being issued are for the purpose of refunding (a) then Outstanding Parity Obligations if at
the time of the issuance of such Parity Obligations a certificate of an Authorized City Representative shall be
delivered showing that Debt Service in each fiscal year on all Parity Obligations Outstanding after the issuance of
the refunding Parity Obligations will not exceed the Debt Service in each corresponding fiscal year on all Parity
Obligations Outstanding prior to the issuance of such Parity Obligations; or (b) then Outstanding Balloon
Indebtedness, Tender Indebtedness or Variable Rate Indebtedness, but only to the extent that the principal amount
of the refunding Parity Obligations (without regard to amounts thereof which after issuance are to be accreted) does
not exceed the principal amount of the Balloon Indebtedness, Tender Indebtedness or Variable Rate Indebtedness
has been put, tendered to or otherwise purchased by a standby purchase or other liquidity facility relating to such
Indebtedness. For additional information relating to the terms and conditions for the issuance of the Parity
Obligations, see "APPENDIX C -DEFINITIONS OF CERTAIN TERMS" and "APPENDIX D - SUMMARY OF
PRINCIPAL LEGAL DOCUMENTS."

Subordinated Obligations
The City may issue and incur Subordinated Obligations which are payable from Net System Revenues on
a basis subordinate to the payment by the City of the Installment Payments so long as no Event of Default has

occurred and is continuing and no event of default or Termination Event under any Qualified Swap Agreement has
occurred and is continuing.
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SPECIAL CONSIDERATIONS FOR BONDHOLDERS

Incident to the purchase of the Series 1997 Bonds, prospective investors should give special consideration
to the following:

1. See "ACTIONS UNDER THE CLEAN WATER ACT - Relief from Secondary Treatment
Requirements" for information regarding a five year waiver from secondary sewage treatment requirements which
the City has received and the consequences of the waiver not being extended. If the waiver is not extended, it is
possible that the City would be required to make substantial additional capital expenditures that are not currently
contemplated by the Wastewater System Capital Improvement Program.

2. See "WASTEWATER SYSTEM FINANCIAL OPERATIONS - Impact of Proposition 218 on
Sewer Service Rates and Charges" for information regarding Proposition 218, a recently enacted voter approved
initiative measure. Among other things, Proposition 218 empowers voters to use the initiative process to reduce
"rates and charges” and requires that any new or increase in property related rates and charges, which may include
fees and charges of the Wastewater System, be subject to a majority protest requirement and requires that all
property related rates and charges, which may also include fees and charges of the Wastewater System, meet certain
criteria by July 1, 1997.

3. See "WASTEWATER SYSTEM - Metropolitan System Facilities" for information regarding the
construction of the Metro Biosolids Center at the Miramar Naval Air Station leased to the City from the United
States Navy to replace the sludge processing facilities currently located at Fiesta Island. If the City defaulted under
the lease or in the event of a national or military emergency, the City would be obligated to vacate the Miramar
Naval Air Station and relocate the Metro Biosolids Center elsewhere.

THE AUTHORITY

The Authority was established pursuant to a Joint Exercise of Powers Agreement, dated May 14, 1991,
by and between the City and the Redevelopment Agency of the City. The Authority is intended as a financing
vehicle for City facilities and projects.

WASTEWATER SYSTEM
The Wastewater System

The Wastewater System consists of the Municipal System, which is a municipal sewage collection system
for the City’s residents, and the Metropolitan System, which is a regional sewage collection, treatment and disposal
system initiated in 1958 (and operational since 1963) to serve the City and various other public agencies including
cities situated within common drainage areas. The Metropolitan System was designed to provide sufficient capacity
to accommodate a regional population of 2,600,000. The City, as operator of the Metropolitan System, is the
holder of the National Pollutant Discharge Elimination System ("NPDES") permit and is responsible for maintaining
the discharge requirements required under Federal law. The Metropolitan System, as presently designed, provides
advanced primary treatment of sewage at its Point Loma Wastewater Treatment Plant. See "ACTIONS UNDER
THE CLEAN WATER ACT - Relief From Secondary Treatment Standards" for information regarding the waiver
from secondary treatment standards of the Clean Water Act which the City has received.

The map which follows the Table of Contents of this Official Statement shows the sewer service area
boundaries of the Wastewater System which covers approximately 450 square miles, including most of the City.
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Wastewater System Management

The Metropolitan Wastewater Department (the "MWWD") manages the Metropolitan System and since
July 1, 1996 also assumed control of the Municipal System. For the fiscal year ending June 30, 1997, the MWWD
has a $537 million budget and expects to employ approximately 845 employees.

The MWWD operates the Wastewater System with funds derived primarily from service charges which
are deposited in the Sewer Revenue Fund. The Sewer Revenue Fund was established by amendment to the City
Charter on November 8, 1960. Funds in the Sewer Revenue Fund are used for the operation, maintenance and
capital improvement of the Municipal System and Metropolitan System.

Municipal System Facilities

The Municipal System is comprised of 2,528 miles of trunk and collector mains, 82 sewer pump stations
and 14 storm water interceptor pump stations serving in excess of 240,000 customer accounts. On average, these
accounts (of which 82% are single-family dwellings, 12% are multi-family dwellings, and the remaining 6% are
commercial and industrial customers) generate 128 million gallons per day ("mgd") of wastewater which is conveyed
by the Municipal System to the Metropolitan System for treatment and disposal. The Wastewater System Capital
Improvement Program contemplates expenditures of $360.1 million for Municipal System facilities during the seven
fiscal years ending June 30, 2003. The proceeds of the Series 1997B Bonds will be used to finance improvements
to the Municipal System. See "WASTEWATER SYSTEM CAPITAL IMPROVEMENT PROGRAM."

Metropolitan System Facilities

The current Metropolitan System infrastructure, with the exception of the South Metro interceptor, is
located within the jurisdictional boundaries of the City and is concentrated along a kidney shaped corridor running
from Mission Bay to the north, and along the perimeter of the San Diego Bay to the south. The map on the inside
front cover of thie Official Statement shows the geographic concentration of the Metropolitan System’s infrastructure
and identifies the major trunk lines which service the Participating Agencies. The Wastewater System Capital
Improvement Program contemplates expenditures of $560.2 million for Metropolitan System facilities during the
seven fiscal years ending June 30, 2003. The proceeds of the Series 1997A Bonds will be used to finance
improvements to the Metropolitan System. See "WASTEWATER SYSTEM CAPITAL IMPROVEMENT
PROGRAM."

The Metropolitan System’s infrastructure consists of one main wastewater treatment plant, an ocean outfall,
a sludge drying facility, two pump stations and force mains and gravity flow interceptors. A brief description of
the current facilities and their primary functions is provided below.

Point Loma Wastewater Treatment Plant. The Point Loma Wastewater Treatment Plant (the "Point Loma
Plant") began operation in 1963. The site is part of the Fort Rosecrans military reservation and was acquired by
the City from the U.S. Department of the Interior, Bureau of Land Management. From 1963 to 1985, the Point
Loma Plant functioned as a primary treatment plant; gravity separation was used to reduce suspended solids levels
by 60% prior to ocean discharge. In 1985, the Point Loma Plant was equipped to use chemical coagulants to
achieve 75% suspended solids removal. In 1996, the Point Loma Plant achieved suspended solids removal rates
in the 82-85% range through the use of enhanced chemical treatment.

The wastewater treatment process currently employed at the Point Loma Plant consists of advanced primary
treatment and includes mechanical screening by which raw wastewater flows into the Point Loma Plant through five
15 millimeter mesh, mechanically self-cleaning traveling screens, the addition of chemical coagulants to enhance
settling to achieve at least 80% removal of suspended solids, sedimentation, and sludge digestion. A digester gas
utilization facility is also a part of the Point Loma Plant. Dewatering and disposal of sludge are provided off site.
See "ACTIONS UNDER THE CLEAN WATER ACT - Relief From Secondary Treatment Requirements” for
information regarding the waiver from the secondary treatment standards of the Clean Water Act which the City
has received.
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Several capital improvement projects have been completed at the Point Loma Plant to rehabilitate, modify
and expand various components, and additional capital improvements are planned. In August 1994, a capital
improvements master plan for the Point Loma Plant was approved that contemplates the build out of the facility to
its maximum hydraulic capacity of 240 mgd. Ongoing capital improvements include construction of two new
sedimentation basins for a total of twelve basins, construction of a new effluent channel to all of the sedimentation
basins, repair and modernization of two of the six digesters, construction of a new sludge pumping station, two
additional digesters, automation of process control facilities and restoration of the ocean outfall intake structure.
Projects under design include upgrade of the headworks, odor control and grit removal facilities, modernization of
two existing digesters, a new operations building, expansion of the gas utilization facility, a central boiler facility
and expansion of the maintenance building. All of these proposed improvements are included in the Wastewater
System Capital Improvement Program described herein. See "WASTEWATER SYSTEM CAPITAL
IMPROVEMENT PROGRAM."

Point Loma Plant Ocean Outfall. The Point Loma Plant ocean outfall was constructed in 1963 to provide
a method for disposal of all plant effluent. The original capacity of the 11,316-foot long, 108-inch diameter outfall
has been estimated at 390 mgd under the original design configuration. The City commenced construction in 1992
of a 12,500-foot extension of the original outfall (the "Point Loma Plant Ocean Outfall Extension"). The Point
Loma Plant Ocean Outfall Extension was completed in November 1993 resulting in a 4.5 mile long outfall
discharging treated sewage effluent at a depth of 320 ft. of water. It is one of the longest, deepest ocean outfalls
in the U.S. This project assisted the City in satisfying its NPDES permit requirements every day of calendar years
1995 and 1996. See "WASTEWATER SYSTEM CAPITAL IMPROVEMENT PROGRAM" for information
regarding current improvements to the Point Loma Outfall.

Fiesta Island Sludge Drying Facilities; Metro Biosolids Center. A portion of Fiesta Island, located in
Mission Bay, is currently utilized by the City for mechanical dewatering and air drying of sewage sludge. Since
1963, digested liquid sludge at 3% solids has been pumped from the Point Loma Plant through an 8 mile pipeline
to Fiesta Island. At the facility, mechanical belt filter presses provide initial dewatering functions. Solar energy
dries the sludge cake in open sand drying beds. When the sludge solids content reaches 50%, the dried sludge is
transported off-site for either beneficial use or landfill disposal. The California Coastal Commission has directed
that the City vacate its sludge drying facilities at Fiesta Island since the use of the island for sludge processing has
been determined to be incompatible with its intended recreational use and is imposing mitigation charges on the City
until the facilities are vacated. The charges were $2 million per year from 1993 until 1994, until the California
Coastal Commission reduced the charges to $1.5 million per year as a result of the progress that has been made
constructing the replacement facilities described below. These charges all have been paid from System Revenues
to the City’s Department of Parks and Recreation. The City plans to close the Fiesta Island facility in December
1997.

The City will complete the construction of replacement facilities in 1997 on a site at Miramar Naval Air
Station (the "Metro Biosolids Center") which it leases from the United States Navy under a 50-year lease. The lease
permits the Navy to terminate the lease during its term without the payment of any compensation to the City with
cause or without cause only in the event of a national or military emergency. The overall capital budget for the
replacement facilities to be located at the Miramar site is expected to be approximately $238 million. If the lease
were terminated during its term by the Navy, the City would be obliged to vacate the site and relocate this facility
elsewhere. The existence of this facility is an essential part of the waiver from secondary treatment requirements
received by the City described under the caption "ACTIONS UNDER THE CLEAN WATER ACT - Relief From
Secondary Treatment Requirements. "

The Metro Biosolids Center will perform the following two primary functions. It will digest biosolids
generated at the North City Water Reclamation Plant and it will mechanically dewater biosolids from the North City
Plant and the Point Loma Wastewater Treatment Plant. The Metro Biosolids Center will replace dewatering
operations currently located on Fiesta Island which service the Point Loma Plant. A for-profit enterprise will
operate a cogeneration facility at this site and the North City Reclamation Plant site. Under the agreement with the
cogeneration operator, the City bears the risk of loss of the value of these facilities of the cogeneration operator
should the City’s lease with the Navy be terminated. At the option of the City, the value of the facilities is
calculated as either a “stipulated purchase price" or as the "fair market value" of the facilities, as each of these
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terms are defined in the agreement with the for-profit operator. The maximum amount of exposure to the City for
the loss of these facilities is $28 million, but such loss would only arise upon the occurrence of a default by the City
or a national or military emergency sufficient to cause the Navy to terminate the lease. A sludge drying facility
is also proposed to be located at the Metro Biosolids Center. The sludge drying facility may be undertaken by a
for-profit enterprise to produce agricultural fertilizer pellets. Other beneficial use options such as composting and
direct land application are being considered along with landfill disposal.

Pump Stations. The two pump stations began operation in 1963. The pumping facilities are in good
condition, and all structures, including wet wells, are expected to last at least another 25 years. No major
modifications or improvements are anticipated except for installation of additional new pumps and motors and
overhauls of existing pumps and motors, as needed.

Interceptors. The Metropolitan System interceptors consist of two major branches, the South Branch and
the North Branch, which meet at Pump Station No. 2. Interceptor capacities are normally adequate for current peak
flow, but in the near future some interceptor sections may be subject to peak flows that exceed design capacities.
Under the Wastewater System Capital Improvement Program, it is contemplated that expenditures of $35.7 million
remain be made for interceptors during the period ending June 30, 2003. Construction projects are currently
underway to address these future capacity needs. See "WASTEWATER SYSTEM CAPITAL IMPROVEMENT
PROGRAM - Capital Improvement Projects - Metropolitan System - Major Interceptors (North and South)" for a
description of the proposed improvements to the interceptors.

Additional Contractual Capacity Through the Escondido Wastewater Treatment Plant

In addition to the Metropolitan System facilities described above, the City in 1972 entered into a sewage
disposal agreement with the City of Escondido, whereby up to 5 mgd of sewage emanating from the Rancho
Bernardo sewer service area of the City of San Diego, may be treated at Escondido’s Hale Avenue treatment plant.
This agreement runs for 50 years, and at the City’s option may be extended for an unlimited number of ten year
periods. The Escondido Wastewater Treatment Plant is not owned by the City and is not part of the Metropolitan
System.
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Historical Wastewater System Flow
Table 2 below shows total annual system flow through the Point Loma Plant and Escondido Plant.

Table 2
TOTAL ANNUAL WASTEWATER SYSTEM FLOW IN MILLION GALLONS

Participating

City Flow Agency Flow City Flow Average
Fiscal through through through MGD

Year Ended Point Loma Point Loma Escondido Total For The
June 30 Plant Plant Plant System Flow Year
1965 16,440 6,703 420 23,563 65
1970 19,950 9,658 709 30,317 83
1975 26,125 13,269 562 39,956 109
1980 36,708 17,572 944 55,224 151
1985 39,397 20,246 1,218 60,861 167
1990 48,628 20,836 1,405 70,869 194
1991 45,602 19,218 1,365 66,185 181
1992 46,030 18,115 1,177 65,322 179
1993 48,680 20,092 1,318 70,090 192
1994 45,043 19,111 1,310 65,464 179
1995 46,802 19,724 1,321 67,847 186
1996 46,848 19,115 1,325 ‘ 67,288 184

For the fiscal year ended June 30, 1996, the Metropolitan System (180 mgd) and the Escondido Plant
(4 mgd) on a daily basis treated and disposed of more than 184 million gallons of sewage per day generated by
approximately 1.9 million residents and businesses within the Metropolitan System service area and the Rancho
Bernardo service area.

The Participating Agencies and Sewage Disposal Agreements and Other Agreements

The Metropolitan System provides "wholesale" treatment services, including some sewage transport,
treatment and disposal operations to other cities and districts pursuant to Sewage Disposal Agreements with such
entities (the "Sewage Disposal Agreements"). The Cities of Chula Vista, Coronado, El Cajon, Imperial Beach, La
Mesa and National City, and the Lemon Grove Sanitation District and the Spring Valley Sanitation District (the
"Original Participating Agencies") entered into the Sewage Disposal Agreements in 1960. Subsequent to that time
the City entered into Sewage Disposal Agreements with the Cities of Del Mar and Poway and the Lakeside/Alpine
Sanitation District, the Otay Water District, the Padre Dam Municipal Water District and the Wintergardens Sewer
Maintenance District (the "Later Participating Agencies"). The Original Participating Agencies and the Later
Participating Agencies are collectively referred to as the "Participating Agencies.”" The Participating Agencies and
the City are responsible for the "retail" collection operations within their respective jurisdictions. The Participating
Agencies also transport collected sewage through large trunk lines to the Metropolitan System. The collection
systems and many of the transport trunk lines are owned by the individual Participating Agencies. The City bills
the Participating Agencies quarterly on the basis of budgeted estimates and sewage flows. In the following fiscal
year, when actual costs and flows are known and apportioned to each Participating Agency, billing adjustments are
made to correct for any under or over charges in the previous year.
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Each Participating Agency is responsible for transporting raw sewage to the Metropolitan System for
treatment and disposal. The operational and administrative responsibilities and obligations of the City and each
Participating Agency are defined in the Sewage Disposal Agreements. Under the terms of the respective Sewage
Disposal Agreements, each Participating Agency pays an Annual Capacity Charge for their respective leased shares
of the capacity allocated in the Metropolitan System which is amortized over a 40 year term. In addition to the
payment of the Annual Capacity Charge, the Participating Agencies pay for their proportionate share of the
maintenance and operations expenses of the Metropolitan System. Each Participating Agency pays an amount equal
to that proportion of the total maintenance and operations expenses which the actual amount of sewage received from
the Participating Agency bears to the total quantity of sewage treated and disposed of by the Metropolitan System.
Presently, the maintenance and operations costs are recovered on the basis of flows without consideration of strength
of discharge.

The Sewage Disposal Agreements provide that all repairs, reconstruction and replacements to the
Metropolitan System are part of the maintenance and operations costs allocated to the Participating Agencies. The
Sewage Disposal Agreements also provide that the conveyance, treatment and disposal of all sewage received into
the Metropolitan System must comply with all applicable laws, rules and regulations. The Sewage Disposal
Agreements with the City of Poway, the Lakeside/Alpine Sanitation District, the Padre Dam Municipal Water
District and the Wintergardens Sewer Maintenance District, require such Later Participating Agencies to pay their
proportionate share of the cost of expanding the Point Loma Plant to a capacity of 234 mgd of advanced primary
treatment. The Original Participating Agencies are not required to pay the costs of such expansion.

In 1991, a dispute arose between five of the Participating Agencies (Chula Vista, El Cajon, La Mesa,
Imperial Beach and the Padre Dam Municipal Water District) and the City regarding these Participating Agencies
paying a portion of the capital cost for the Metro Biosolids Center and the Point Loma Plant Ocean Outfall
Extension. In addition, in March 1995, another dispute arose when the City began billing the Participating Agencies
for their pro rata share of costs associated with water reclamation projects which were incurred on or after
November 1, 1994. The City selected November 1, 1994, because the legislation allowing a waiver from the
secondary treatment requirements of the Clean Water Act described under "ACTIONS UNDER THE CLEAN
WATER ACT - Relief From Secondary Treatment Requirements" became effective on October 31, 1994. In July
1996, the City began negotiations to resolve the billing disputes with the Participating Agencies. On October 29,
1996, the managers of all Participating Agencies agreed upon the principles of understanding (the "Principles of
Understanding"), a document which sets forth certain agreements between the City and the Participating Agencies
associated with disputed sewer costs. The Principles of Understanding have been ratified by each of the governing
bodies of the Participating Agencies. As an incentive to obtain full ratification, the City reinstituted credits to nine
of the Participating Agencies who had previously rejected revised billings that included their pro rata share of costs
associated with water reclamation. The value of these incentive credits is approximately $6.2 million and the City
expects to credit these amounts to the nine Participating Agencies against future billings.

The Principles of Understanding, among other things, provides that:

¢)) A "Metro Commission" will be established to serve as an advisory body to the San Diego City
Council. The City and each Participating Agency will appoint a representative to the Metro Commission. While
the Metro Commission will have the opportunity to present its position to the San Diego City Council in written
staff reports, the San Diego City Council will have the final decision as to the operation of the Metropolitan System.

?) The Participating Agencies are responsible for paying their fair share of all Metropolitan System
costs (including, but not limited to, capital improvements, operations and maintenance and debt service required
to operate the Metropolitan System in compliance with all laws) based on their proportionate flow within the
Metropolitan System, as discussed below under "Maintenance and Operation Costs." Furthermore, the Principles
of Understanding provide that such proportional payment includes the costs of reclaimed water to the extent required
by federal legislation in the Ocean Pollution Reduction Act of 1994. Accordingly, the Participating Agencies will
pay their proportionate share of the costs of the Metropolitan System Capital Improvement Program including the
capital costs associated with the expansion of the Point Loma Plant up to 234 mgd as well as the costs of any further
expansion beyond 234 mgd and any water reclamation projects with the following exceptions: a) the Participating
Agencies will pay their proportionate share of the following percentages of project costs (i) 55 % of the North Metro
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Interceptor, (ii) 66 % of the Point Loma Sedimentation Basins 9-10, (iii) 24% of the Point Loma Sedimentation
Basins 11-12, and (iv) 29% of Pump Station #2 - Pumps 7-8.

3) The City will consider the repurchase of excess capacity from any of the Participating Agencies.
Any repurchase would be voluntary on the part of the City and the Participating Agencies. See "Capacity Rights"
below. The City expects to purchase $5.0 million worth of Participating Agencies’ capacity in the South Bay Ocean
Outfall. '

4 The City and the Participating Agencies will undertake a joint engineering study of the South Bay
Water Reclamation Plant and related facilities, with a target completion date of June 1, 1997, to conduct an
objective analysis of such projects, including alternatives, the need for the projects, sizing and timing of the projects.
For more information regarding the South Bay Water Reclamation Plant project, see Table 4 and "WASTEWATER
SYSTEM CAPITAL IMPROVEMENT PROGRAM."

5 The Metropolitan System, including the Participating Agencies, will not pay for City right-of-way
charges. For more information on the City’s right-of-way charges, see "WASTEWATER SYSTEM FINANCIAL
OPERATIONS - Management’s Discussion and Analysis - Operating Expenses."

©) The City and the Participating Agencies will begin negotiations on revisions to the Sewage Disposal
Agreements, including negotiating extensions to the term of the Sewage Disposal Agreements for an additional
twenty to forty years, and will develop such revisions by November 1, 1997. These provisions will effect the
provisions of the Sewage Disposal Agreements discussed below.

Since the Principles of Understanding resolve the billing disputes that caused the Participating Agencies
to pay their bills under protest, all of the Participating Agencies have withdrawn their protest and have affirmed that
withdrawal in writing. The City Attorney believes that the written withdrawals will allow the full use of all
payments received from the Participating Agencies as long as the Principles of Understanding are being adhered
to.

Key provisions of the Sewage Disposal Agreements include:

Term of Sewage Disposal Agreements. The Sewage Disposal Agreements expire on August 31, 2003 for
the Original Participating Agencies, and June 30, 2003 for the Later Participating Agencies. As discussed above,
the term of the Sewage Disposal Agreements may be extended pursuant to the negotiations with the Participating
Agencies in accordance with the Principles of Understanding.

Limitations on the Type and Condition of Sewage. Participating Agencies must meet discharge standards
established by State and Federal statutes and City Ordinances. Enforcement responsibilities, however, are not
specified.

Administration, Maintenance, and Operation. The City has responsibility for operating, maintaining and
managing the Metropolitan System. '

Maintenance and Operations Costs. Maintenance and operations costs are allocated between the City and
the Participating Agencies based on flow and are payable quarterly.

Annual Capacity Charge. Participating Agencies are also allocated capital improvement and debt service
costs based on the actual capital cost initially incurred by the City to construct the Metropolitan System, including
all financing costs, amortized over the financing term. These payments are made annually in one installment.

New Construction. The City can propose additions or modifications to the existing Metropolitan System.

Participating Agencies which use the new facilities must negotiate changes in charges or will be assessed a 42
predetermined rental fee and a proportionate share of maintenance and operations expenses.
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Option to Extend. Each Participating Agency may, at its option, unilaterally extend the current service
agreement for a period of ten years without the consent of the City. If a Participating Agency elects to extend its
Sewage Disposal Agreement, such Participating Agency must give written notice to the City no earlier than eighteen
months and no later than one year prior to the expiration date described above.

Reclamation of Water. The City has the exclusive right to reclaim water at its own expense. Any
reclaimed water will be the property of the City. In the event the City voluntarily elects to reclaim water, the
capital and operating costs of reclamation are solely of the City. As discussed above with respect to the Principles
of Understanding, the City and the Participating Agencies agree that the proposed reclamation projects do not fall
within these provisions and that the Participating Agencies will pay their proportional payment for capital and
operating costs of water reclamation under the Sewage Disposal Agreements. ‘

Capacity Rights. The City has also entered into sewage transportation agreements with several Participating
Agencies. These sewage transportation agreements established the terms and conditions for sewage transportation
from Participating Agency collections systems to the Metropolitan System through City owned trunk lines. These
trunk lines are within the City’s Municipal System and are also presently part of the Metropolitan System
infrastructure. The agreements establish charges or rents for the conveyance of wastewater based on Participating
Agency flow. The charges or rents paid by the Participating Agencies constitute a part of System Revenues.
Transportation agreements are separate and distinct from the Sewage Disposal Agreements.

Capacity rights may be added, assigned, or transferred by or among Participating Agencies with the
approval of the City as owner of the Metropolitan System and holder of all reserve or residual capacity. New
participants may join the Metropolitan System if approved by the City and after notification to the other Participating
Agencies.

For the fiscal year ended June 30, 1996, out of a total annual sewage flow of 65,963 million gallons, the
total City flow through the Metropolitan System was 46,848 million gallons, or 71.02% of the total flow. This
overall proportion of the flow from the City and from the Participating Agencies is expected to continue.

Participating Agencies in the Metropolitan System are listed in the following table, together with the
estimated population, present capacity rights (in mgd), and the percentage of total capacity represented by the
capacity rights. The communities and agencies served by the Wastewater System form the second largest integrated
metropolitan area in the State surpassed only by the Los Angeles metropolitan area.
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Table 3
METROPOLITAN SYSTEM
PARTICIPATING AGENCIES
Fiscal Year Ended June 30, 1996

Capacity % of % of
Estimated Rights Total Flow Total
Participating Agencies Population® (in mgd) Capacity (mgd)® Flow_
City of Chula Vista @ 153,400 19.20 8.21 9.45 5.25
City of Coronado © 29,300 3.00 1.28 2.53 1.41
City of Del Mar 5,200 0.80 0.34 0.67 .37
City of El Cajon 93,400 10.00 4.27 8.16 4.53
City of Imperial Beach 28,350 3.50 1.50 2.03 1.13
City of La Mesa 57,500 6.30 2.69 4.80 2.66
City of National City 54,900 7.10 3.04 3.28 1.82
City of Poway 46,150 5.00 2.14 2.89 1.60
Lakeside/Alpine Sanitation District® 31,994 4.47 1.91 3.47 1.93
Lemon Grove Sanitation District 25,200 2.80 1.20 1.52 0.84
Otay Water District 28,000 1.20 0.51 0.56 0.31
Padre Dam Mun. Water District 127,903 6.22 2.66 3.56 1.97
Spring Valley Sanitation District 74,514 10.70 4.57 8.43 4.68
Wintergardens Sewer Maintenance 9,246 1.21 _0.52 _0.87 _0.48
District
SUBTOTAL 765,057 81.50 34.84 52.22 28.98
City of San Diego 1,202,500 152.42 65.16 128.00 71.02
TOTAL: 1,967,557 233.92 100.00 180.22 100.00
[¢)) Source: Participating Agencies and California Department of Finance.
2) Includes Montgomery Sanitation District.
3) A single meter serves the sanitation districts of Lakeside and Alpine.
“@ Average for fiscal year. Not adjusted for flows between individual Participating Agencies.

As the foregoing table illustrates, the Participating Agencies are currently not utilizing all of their capacity
rights for sewage treatment and disposal.

WASTEWATER SYSTEM REGULATORY REQUIREMENTS
General

The Wastewater System is subject to regulations imposed by the Clean Water Act, Public Law 92-500 (the
"Clean Water Act"). The regulatory requirements are administered by the United States Environmental Protection
Agency (the "EPA"), the California State Water Resources Control Board (the "State Board") and the San Diego
Regional Water Quality Control Board (the "Regional Board"). Regulations of these agencies deal primarily with
the quality of effluent which may be discharged from the Point Loma Plant, the disposal of sludge generated by the
Point Loma Plant, the discharge of pollutants into groundwater, and the nature of waste material (particularly
industrial waste) discharged into the collection system. The Point Loma Plant functions as an advanced primary
treatment plant under the Clean Water Act.

To comply with federally mandated effluent quality and disposal criteria, the City must operate its
wastewater treatment facility according to discharge limitations and reporting requirements set forth in its NPDES -
discharge permits. On November 9, 1995, the City received from the EPA a waiver of the secondary treatment
requirements based on the successful implementation of criteria required in the Ocean Pollution Reduction Act of
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1994. See "ACTIONS UNDER THE CLEAN WATER ACT - Relief from Secondary Treatment Requirements."
The NPDES permit has a five-year life and all conditions imposed by the permit are being successfully met.

To comply with other federal regulations concerning the discharge of waste materials into the Wastewater
System, the City must administer and enforce industrial pretreatment limitation standards upon industrial users of
the system. The City has had an industrial waste program in effect since the early 1970s. The City’s industrial
waste ordinance sets forth water quality standards that industrial users must meet and provides enforcement
procedures for violators. The Industrial Waste Division of the MWWD is currently responsible for monitoring an
average of 1,000 permitted industries located in the metropolitan service area. In addition, each Participating
Agency is required to permit and monitor all industries within its respective service area. While each Participating
Agency as a condition of its respective Sewage Disposal Agreement is required to comply with quality standards
set by the City, the City, at the urging of the EPA, has required separate pretreatment agreements with each
Participating Agency to ensure industrial pretreatment requirements. All Participating Agencies have entered into
such pretreatment agreements.

As a condition of having received federal EPA grant funds under the Clean Water Act for the planning and
construction of various improvements at its Point Loma Plant, the City is subject to additional regulatory
requirements. Among the grant-related requirements are guidelines which must be followed concerning planning
methodologies, design criteria, construction activities, and the operation, maintenance and financing of facilities.
As another condition of its past receipt of federal grants, the City and the Participating Agencies must have approved
sewer service charge structures. Such service charge structures require the recovery of annual operations,
maintenance and replacement costs from users of the system in a proportionate manner according to the customer’s
level of use. Such factors as volume, infiltration/inflow, delivery flow rate, and strength of sewage are to be
considered for determining proportionate use. Sewer service charge rates for all retail users are reviewed annually
and established at a level necessary to generate sufficient revenues to recover the annual operations, maintenance
and replacement costs. With the exception of the Participating Agencies which are charged rates purely based on
flow, sewer service charge rates for users are established to recognize the volume and strength characteristics of
wastewater contributed to the Wastewater System. The rate structure has been reviewed by the State Board and
no grant funds or costs under grant funded programs have been disallowed based on the nature of the rate structures.

In addition to federal requirements, the City must also comply with water quality based effluent State
requirements, otherwise known as the State Ocean Plan. The City believes that it is in compliance with the State
Ocean Plan. Another State law concerned with control of water quality is the Porter-Cologne Water Quality Control
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